NPS ARCHIVE 
1997 , OG 
MAYIHLOME, L. 



Thesis 

M3945 



NAVAL POSTGRADUATE SCHOOL 
MONTEREY, CALIFORNIA 




THESIS 



IMPACT OF ZIMBABWE - SOUTH AFRICA 
TRADE RELATIONS: A BILATERAL, 
REGIONAL, OR MULTILATERAL APPROACH? 

by 

Levi Mayihlome 
June 1997 

Thesis Co-Advisors: William R. Gates 

Robert E. Looney 



Approved for public release: distribution is unlimited. 



/UDLEV KNOX library 

Iavalpostgraduateschoo 
*) Cut £Y CA 93S43-5101 



DUDLEY KNOX LIBRARY 
nm AL POSTGRADUATE SCHOO'. 
lOSSTEREY CA 



REPORT DOCUMENTATION PAGE 


| 

Form Approved OMB No. 0704-0188 


Public reporting burden for this collection of information is estimated to average 1 hour per response, including the time for reviewing instruction, searching existing 
data sources, gathering and maintaining the data needed, and completing and reviewing the collection of information. Send comments regarding this burden estimate or 1 
my ether aspect of this £OUctftiuu of kifomii.tfon, iarJuding euggestion* for reducing eUl burden, to Washington Headquarters Sei vicei. DirectOnu for Inl^rmau^n 
Operations and Reports, 1215 Jefferson Davis Highway, Suite 1204, Arlington, VA 22202-4302, and to the Office of Management and Budget, Paperwork Reduction 
Project (0704-0188) Washington DC 20503. 


1 . AGENCY USE ONLY (Leave blank) 


2. REPORT DATE 
June 1997 


3. REPORT TYPE AND DATES COVERED 
Master’s Thesis 


4. TITLE AND SUBTITLE IMPACT OF ZIMBABWE - SOUTH 
AFRICA TRADE RELATIONS: A BILATERAL, 
REGIONAL, OR MULTILATERAL APPROACH? 


5. FUNDING NUMBERS 


6. AUTHOR(S) Mayihlome 


, Levi 












7. PERFORMING ORGANIZATION NAME(S) AND ADDRESS(ES) 
Naval Postgraduate School 
Monterey CA 93943-5000 


8. PERFORMING 
ORGANIZATION 
REPORT NUMBER 


9. SPONSORING/MONITORING AGENCY NAME(S) AND ADDRESS(ES) 


10. SPONSORING/MONITORING 
AGENCY REPORT NUMBER 


1 1 . SUPPLEMENTARY NOTES The views expressed in this thesis are those of the author and do not reflect the 
official policy or position of the Department of Defense or the U.S. Government. 


12a. DISTRIBUTION/AVAILABILITY STATEMENT 

Approved for public release; distribution is unlimited. 


12b. DISTRIBUTION CODE 


13. ABSTRACT (maximum 200 words) 

The pursuit of a seemingly unfruitful bilateral trade arrangement with South Africa, and continued participation 
in overlapping, but non-functional regional free trade areas, has left Zimbabwe in foreign trade dilemma, specially 
in the light of the deteriorating terms of trade with South Africa, her main trading partner and competitor for both 
mutual and regional trade. 


This thesis examines the various regional trade possibilities involving Zimbabwe and South Africa using the free 
trade area and customs union models of international trade. Whereas a functional bilateral trade agreement or a 
regional customs union culminating in a common market might improve Zimbabwe’s regional competitiveness in the 
short run, due to South Africa’s economic dominance and protectionist trade policies, Zimbabwe’s potential to benefit 
from trade with non-participants would be severely curtailed. However, a broad free trade area, which allows 
flexibility to pursue national trade policies, seems less harmful. The analysis concludes that only a broad free trade 
area, superseding all current eastern and southern African regional trade arrangements, would increase Zimbabwe’s 
economic welfare. It would be in the interests of all regional countries to finalize a single broad free trade area rather 
than maintain the status quo. 


14.SUBJECT TERMS Zimbabwe, South Africa, Regional Trade Agreements 






15. NUMBER OF PAGES 
157 1 














16. 

PRICE CODE 


17. 

SECURITY CLASSIFICA- 
TION OF REPORT 
Unclassified 


18. 

SECURITY CLASSIFICATION 
OF THIS PAGE 
Unclassified 


19. 

SECURITY CLASSIFICATION 
OF ABSTRACT 
Unclassified 


20. 

LIMITATION OF 

ABSTRACT 

UL 



NSN 7540-01-280-5500 



Standard Form 298 (Rev. 2-89) 
Prescribed by ANSI Std. 239-18 298-102 



X 



ii 



Approved for public release; distribution is unlimited. 

IMPACT OF ZIMBABWE-SOUTH AFRICA TRADE RELATIONS: 

A BILATERAL, REGIONAL, OR MULTILATERAL APPROACH? 

Levi Mayihlome 

Lieutenant Colonel/zimbabwe National Army 
B.Sc (Honors) Economics, University of Zimbabwe, 1989 

Submitted in partial fulfillment 
of the requirements for the degree of 

MASTER OF SCIENCE IN INTERNATIONAL RESOURCE PLANNING 

AND MANAGEMENT 

from the 



NAVAL POSTGRADUATE SCHOOL 
June 1997 



fVp$ /VcVv\R 
OC* 

'Tv\<xvj^\V\\.'o w\<? j V— 




/UHL i \ i<JK LIBRARY 

JAV POSTGRADUATE SCHOOL 

' Ci’EY CA 93943-5101 



ABSTRACT 



The pursuit of a seemingly unfruitful bilateral trade arrangement with South 
Africa, and continued participation in overlapping, but non-functional regional free 
trade areas, has left Zimbabwe in foreign trade dilemma, specially in the light of the 
deteriorating terms of trade with South Africa, her main trading partner and 
competitor for both mutual and regional trade. 

This thesis examines the various regional trade possibilities involving Zimbabwe 
and South Africa using the free trade area and customs union models of international 
trade. Whereas a functional bilateral trade agreement or a regional customs union 
culminating in a common market might improve Zimbabwe’s regional competitive- 
ness in the short run, due to South Africa’s economic dominance and protectionist 
trade policies, Zimbabwe’s potential to benefit from trade with non-participants 
would be severely curtailed. However, a broad free trade area, which allows 
flexibility to pursue national trade policies, seems less harmful. The analysis 
concludes that only a broad free trade area superseding all current eastern and 
southern African regional trade arrangements would increase Zimbabwe’s economic 
welfare. It would be in the interests of all regional countries to finalize a single broad 
free trade area rather than maintain the status quo. 
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I. INTRODUCTION 



One feature of the international trading system since the 1980s has been the 
proliferation of regional trading arrangements in the form of preferential trade areas, 
free trade agreements, customs unions and common markets. While economic forces 
have internationalized markets, technology and investments, the same forces appear 
to have helped expand regional trading blocs. The current wave of regional trading 
arrangements, particularly in the lesser developed countries (LDCs), differ from the 
earlier efforts in the 1950-60s. These earlier efforts were driven by import 
substitution; the more recent trends tend to be export oriented and seek to attract 
foreign investment. 

The rationale of regional arrangements is both economic and political. On the 
economic level, they expand trade, expand economies of scale, increase welfare 
through trade creation or by substituting lower cost imports for domestic and regional 
production, and counteract possible protectionism in the export markets. On the 
political front, there have been arguments that regional trading arrangements 
strengthen the negotiating leverage of the group vice outsiders and promote regional 
cooperation. At independence, many developing countries saw economic integration 
as a way of reducing dependence links with former colonial countries. Regional 
solutions were associated with attaining economic independence, development and 
self-reliant industrialization. 

However, economists and policy makers alike are divided on the wisdom and 
utility of regional trading agreements. One school of thought argues that trading blocs 
reduce potential world welfare through trade diversion, beggar-thy-neighbor trade 
policies and aggressive protectionism and tend to frustrate global liberalization of 
trade. The other view is that global negotiations are slow in resolving trade issues. 
One reason cited for this trend has been the frustration at the slow opening up of 



1 



export markets, and delayed conclusion of General Agreements on Tariffs and Trade 
(GATT) and World Trade Organization (WTO) negotiations. Regional trading 
agreements proved useful in addressing issues that GATT and the WTO failed to 
resolve. Furthermore, GATT has failed to provide realistic solutions to international 
trade problems, hence countries need to work out alternative welfare maximizing 
solutions. 

The turmoil in GATT in the 1970s, trade restraints as a result of recession and 
subsequent crippling oil crises-induced debt spurred the trend toward regional trade 
agreements. The inextricable nature of macroeconomic factors from microeconomic 
issues or industrial structures also created global imbalances as countries tried to 
respond to the international trade and financial crises. 

Like most LDCs, Zimbabwe’s experience with regional trading arrangements 
has been mixed. In 1964, South Africa and Zimbabwe (formerly Rhodesia) signed 
a formal bilateral preferential trading agreement on a most-favored nation status, 
allowing unrestricted access to Zimbabwe’s exports in certain sectors, (radios, 
footwear, clothing and textiles, and agricultural products). On the other hand. South 
Africa enjoyed access to the region’s second most developed market for an array of 
consumption goods, as well as agricultural, mining and industrial production inputs. 
South Africa became Rhodesia’s largest trading partner, for both exports and imports, 
thanks to the 1964 Preferential Trade Agreement and the UN sanctions between 1965- 
1980. At the same time, Zimbabwe (apart from Mauritius) is arguably South Africa’s 
main competitor for light manufactured exports to the southern- African region. 

The main problem facing Zimbabwe has been the growing trade deficit with 
South Africa, its largest trading partner, largely due to increasing protectionist 
tendencies and unilateral actions in amending the 1964 trade agreement for its own 
interests. In 1992, South Africa unilaterally “canceled” the trade arrangement, and 
slapped Zimbabwean textiles with a 90% import tariff. South Africa’s cancellation 
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of the preferential trade agreement affected many sectors, particularly Zimbabwe’s 
textile and clothing industries. The agreement has increasingly favored South Africa 
at the expense of Zimbabwe, which has never attempted to invoke measures to 
safeguard its interests for fear of triggering a trade war. Despite close political ties 
with the new South African government, renewing the preferential bilateral trade 
arrangement has proven difficult. 

Concurrently, the southern African countries have been transforming the 
Southern African Development Coordinating Conference (SAlDCC) into a regional 
trade agreement, called the Southern African Development Community (SADC). 
SADC seeks among other things, to have a free trade area by 2005. This, it has been 
argued, would obviate the need for bilateral agreements between the countries. South 
Africa has also entered into a series of competing bilateral trade agreements with 
Zimbabwe’s neighbors. In theory, South Africa has closed the potential 
(Zimbabwe’s) for free trade in the region due to these bilateral and multilateral 
agreements. 

Two other important developments have occurred in Southern Africa since the 
1980s. The first development is the overlapping membership of SADC and the 
Common Market for Eastern and Southern African States (COMESA). Zimbabwe is 
a founding member of COMESA, but South Africa is not a member. COMESA was 
formed in the early 1980s as a Preferential Trade Agreement (PTA). Its membership 
includes 20 countries from as far north as Djibouti and Ethiopia. Of the twelve 
SADC members, only two are not members of COMESA. In addition, five out of 
twelve are also members of another higher-level regional grouping, formed in 1910, 
called the Southern African Customs Union (SACU). The second major development 
is the recent announcement by the'European Union (EU) and South Africa that they 
intend to start negotiating toward establishing a free trade area, excluding all of South 
Africa’s colleagues in both SACU and SADC. 
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Analyzing the impact of the problems relating to the bilateral trade agreement 
and the overlapping regional trade arrangements, all at different levels of integration, 
could reveal how Zimbabwe can extricate herself from this external trade dilemma. 
It will be argued that, political reasons aside, a bilateral trade arrangement with South 
Africa will entrench that country’s trade advantages over Zimbabwe. Furthermore, 
neither a customs union, nor overlapping regional trade arrangements will optimize 
benefits to Zimbabwe, let alone the region as a whole. Zimbabwe could increase its 
welfare by concentrating on a free trade agreement with all the countries of southern 
Africa, including South Africa, rather than pursuing individual bilateral agreements. 
Individual agreements will compete with other bilateral arrangements that South 
Africa has or is trying to negotiate. Overlapping regional trade arrangements will 
increase protectionism, thus delaying broader trade liberalization in the sub-continent. 
Finally, while a customs union might maximize welfare for South Africa, a free trade 
arrangement would maximize Zimbabwe’s economic welfare. 

This thesis will use information from published sources on both the historical 
economic development of Zimbabwe and South Africa, and microeconomic and 
international economics/trade, with particular emphasis on bilateral trade and 
regional economic groupings. Macroeconomic indicators and trade statistics of the 
two countries will also be examined. While the relations between countries are 
influenced by economic, political and social variables, this thesis does not examine 
political and social issues, or analyze the impact of macroeconomic policies. It will 
be restricted to microeconomic factors and trade policies which promote or restrict 
mutually beneficial trade. 

The economic, impact of the Zimbabwe-South Africa trade disagreements and 
the effect on Zimbabwe’s welfare gains will be examined in the context of: 

♦ A Southern African free trade area vice harmonizing into a customs 
union. 
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♦ Bilateral trade arrangements with her neighbors. 

♦ Choosing between SADC and COMESA, or catalyzing the 
amalgamating of the two overlapping organizations into a broader free 
trade area. 



The utility South Africa derives from this trade restriction strategy will be 
examined. Specifically, the following questions will be addressed: 

♦ To what extent have South Africa’s strategies trade Africa affected 
Zimbabwe’s economy and external trade competitiveness? 

♦ Given the historical background of the Zimbabwe-South Africa 
bilateral trade agreements, what are South Africa’s incentives to both 
procrastinate its decisions on the preferential trade agreement with 
Zimbabwe, and defer implementing the SADC Trade Protocol. 

♦ What are the alternatives to Zimbabwe’s continued dependence on 
trade with South Africa? 

♦ In terms of contemporary trade theories, what benefits is Zimbabwe 
likely to derive from (1) bilateral trade agreements with its major 
trading partners, including South Africa; (2) a regional free trade 
agreement including South Africa, culminating in a common market; 
and (3) liberalizing trade to cover both COMESA and SADC and the 
rest of the world. 

The study will be organized as follows: 

Chapter II will outline the theoretical foundations of international trade and 
regional trading arrangements. It will then look at the origins of the multilateral 
trading system, its collapse, and the rise of regionalism since World War II, including 
the factors that influenced the rise of regionalism among developed and developing 
countries and the role of governments in influencing the nature and forms of regional 
groupings. It will also examine the more contemporary regional arrangements, such 
as the European Union and North American Free trade Area, particularly how they 
handle extra-regional agreements and the expansion of existing arrangements. 

Chapter IE will focus on the southern African region. Specifically, it will look 
at regional arrangements in southern Africa which have implications for either or both 
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countries, including: the SACU, COMESA, SADCC and SADC. This will be 
followed by an overview of the historical economic relations between Zimbabwe and 
South Africa, the Preferential Trade Agreement and its weaknesses. 

Chapter IV will concentrate on the key comparative macroeconomic indicators 
of the southern African countries, specially Zimbabwe and South Africa. The issues 
to be examined are: Gross Domestic product (GDP), productive investment, 

population and employment levels. The balance of payments (BOP), debt, and the 
role of public sector enterprises will be analyzed. 

Chapter V will look at the trade policies of Zimbabwe and South Africa, the 
impact of the bilateral (dis)agreement on the patterns of Zimbabwe’s trade and tariff 
structure, particularly Zimbabwe’s strategy with respect to multilateral trade, and 
regional groupings like COMESA, SADC and other bilateral arrangements. This part 
of the study will analyze the volumes, destination of exports and sources of imports 
of selected eastern and southern African countries, including Zimbabwe and South 
Africa. A microeconomic analysis will assess the costs and benefits to Zimbabwe of 
the existence or absence of a ‘formal preferential trade agreement’ between 
Zimbabwe and South Africa. It will also examine the likely gains from a Southern 
African Free Trade Area, culminating in a common market, and the multiplying free 
trade areas vice amalgamating all the overlapping regional trade arrangements. 

Of relevance, is the weak-strong country bilateral trade relationship regional 
trade area framework (more than one free trade area), and within a customs union; 
particularly where the weaker country is also the main competitor for regional trade. 
Thus, Chapter V will also analyze how the trend towards regionalization of global 
trade might constrain Zimbabwe’s alternatives. The effects on factor movement and 
direct foreign investment will be considered. Finally, the study will identify those 
aspects which could contribute to the mutual benefit of both countries. 

Finally, Chapter VI will present conclusions and policy recommendations. 
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II. THEORETICAL FOUNDATION OF INTERNATIONAL 



TRADE AND THE TREND TOWARD REGIONAL ECONOMIC 

INTEGRATION 

A. LITERATURE REVIEW 

1. Traditional and New Trade Theories of International Trade 

Different and sometimes conflicting views have emerged from various 
economic schools of thought since the 16th century on how individual countries and 
the world at large can optimize gains from international trade. Mercantilists saw 
export expansion and import restriction as a means of creating domestic jobs and 
wealth, and advocated strong government intervention in foreign trade to achieve 
these goals. Adam Smith saw futility in the mercantilist concept of regulated trade 
and formulated his theory of absolute advantage. This theory hypothesized that any 
country with an absolute advantage in producing any commodity would gain by 
engaging in free trade. 1 

In response to Adam Smith, David Ricardo proposed the concept of 
comparative advantage. He hypothesized that it was not necessary for a country to 
have an absolute advantage for free trade to be beneficial. Even if one country were 
less efficient than another in absolute terms in producing two goods, it could benefit 
both countries to specialize and trade as long as each country was comparatively more 
(less) efficient (inefficient) relative to the other. 2 

Trade arises because countries differ in tastes, technology, factor endowments 
and factor intensity in the production process. This generates different prices or 



tated by Root, Franklin, R., “Comparative Advantage and Gains from Trade,” in International Trade and 
Investment. 6th ed., pp. 41-66, South Western Publishing Co., Cincinnati, OH, 1990. 

2 Ricardo, David, The Principles of Political Economy and Taxation. 3rd ed., R. D. Irwin, Homewood, 
IL, 1 963. Ricardo used the example of cloth and wine production in England and Portugal to show that although 
England had absolute advantage in the production of both goods, Portugal was less inefficient in wine production. 
If England specialized in cloth and Portugal in wine, both countries would increase welfare through free trade. The 
key assumptions were constant returns and perfect competition. 
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